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SUMMARY 


Spain's political transition to democracy is progressing 
smoothly, and attention is focused more on troublesome 
economic problems. The economic stabilization program 
which the government began implementing in the second 
half of 1977 is reducing the growth of the money supply 
and limiting wage increases. This overdue belt-tighten- 
ing will slowly result in a healthier Spanish economy. 


In 1977 consumer prices rose 26 percent and the balance 
of payments deficit on current account was an estimated 
2.4-2.8 billion dollars. These figures help describe a 
major economic malady which can only be fully cured over 
time. To achieve such a cure the Spanish Government is 
carrying out a comprehensive and much-praised economic 
program which involves both austerity measures and 
structural reforms. Last fall the government's economic 
program received a significant boost when all of Spain's 
major political parties signed the Moncloa Pact on 
economic policy. The pact binds the parties to the 
broad outlines of the government's economic policies for 
1978, and to specific limitations on the growth of the 
money supply and on wage hikes. 


In spite of the present economic retrenchment Spain re- 
mains an excellent market for American businessmen - 
one of our largest. Exports of U.S. manufacturers are 
such that the Export-Import Bank counts Spain as its 
best customer. Our agricultural products find a large, 
fairly stable market here. There are even early signs 
that potential investors are moving from a "wait and 
see" attitude towards one of greater activity. U.S. 
bankers are pleased with the government's economic 
strategies, and it is expected that U.S. banks soon 
will be allowed to open branches in Spain. 


Spain is a large, industrialized nation offering ex- 
porters innumerable opportunities. American products 
which will enjoy a particularly strong reception 
include equipment for health care, electrical power, 
computerization and process control. 


CURRENT ECONOMIC SITUATION AND TRENDS 


The Economic Problems Which Spain Faces 


From the death of General Franco through last year's 
June 15 elections - the first in 41 years - Spain 





transformed itself rapidly towards democracy. This deli- 
cate political metamorphosis, which is soon to take the 
next step by the adoption of a national constitution, 
delayed until last summer any adjustment to the economic 
Situation which followed the 1973 Arab oil embargo and 
the subsequent world recession. The failure to act 
earlier resulted in accelerating inflation and unemploy- 
ment, and major balance of payments deficits. Beginning 
in 1975, therefore, the Spanish economy has been in 
worse shape than at any time since the 1959 tourist 
boom helped launch Spain into the prosperous 1960's. 


Largely because of the tolerant monetary policy that 
financed Spanish inflation, facilitated accelerating 
wage increases and postponed an adjustment to the 
worsened terms of trade and to domestic economic prob- 
lems, demand remained strong. This demand made the 
gross domestic product grow faster in 1975 and 1976 than 
in most other European countries. In the second half of 
1977 the government changed its policy and began reducing 
the money supply growth rate, with the result that GDP 
growth will decrease from 2.5 percent in 1977 to a fore- 
casted 1.1 percent this year. 


The restrictive policies now being pursued are aimed at 
solving what is Spain's core economic problem: consumer 
price inflation which topped 26 percent in 1977, up 
from 20 percent in 1976. The roots of the inflation 
problem are many and intertwined. The most important 
have been: hesitance to take hard economic decisions 
during a time of political change; an expansionary 
monetary policy which was only abandoned last September; 
and accelerating wage increases. 


Six percent unemployment (up sharply from the very low 
levels of the late sixties and early seventies) has been 
a consequence of inflation and other economic ills. 
Increased joblessness has touched all sectors and all 
regions of the country, but by far the largest and 
fastest growing group of unemployed are those who seek 
their first job: they were more than 40 percent of the 
roughly 800,000 Spaniards seeking employment at the end 
of 1977. Despite increased public works expenditures 
and tax incentives for businessmen who create new jobs, 
unemployment is officially expected to increase by 
100,000 in 1978. Many Spaniards previously found jobs 
in other European countries, but this escape valve was 
almost closed in the past year and only Switzerland 

is accepting significant numbers of new workers. 





Rising unemployment in recent years did nothing to check 
rising wages. In the last two-year period for which there 
are data (June 1975 to June 1977) average hourly wages 
rose by over 61 percent. The expansionary monetary 

policy then being pursued facilitated these increases, but 
workers lost a large part of their gains to the resulting 
inflation. 


There are various interrelated causes for Spain's present 
balance-of-payments troubles. For many years there has 
been a nearly two-to-one spread between imports and ex- 
ports. Before the world oil price hikes of 1974 this 
deficit had been offset by substantial foreign currency 
earnings from foreign tourists, remittances by Spanish 
workers abroad and new foreign investments in Spain. 

The increases in world oil prices raised Spain's import 
bill and indirectly led to lower revenues from tourism, 
emigrant workers and foreign investors. To make matters 
worse growing domestic inflation led to an overvalued 
peseta, which reduced the attractiveness of Spanish ex- 
ports. In July 1977 capital flight and speculation 
finally forced a substantial peseta devaluation, and 
Since the devaluation there has been a steady improve- 
ment in the balance of payments. The balance of payments 
current account deficit fell from an alarming 4.3 billion 
dollars in 1976 to less than 3 billion dollars in 1977 
(although some of this improvement was in reality the 
result of post-devaluation capital reflows), and Spanish 
foreign reserves at the end of last year reached $6.13 
billion. Foreign bankers have welcomed the improvement 
in Spain's external situation, and have also assessed 
favorably the government's current policies, so that 
foreign banks are not hesitating to lend the money 

which Spain needs to finance its balance of payments 
deficit. 


Estimates of Spanish public and private foreign debt 
are around 13 1/2 billion dollars, and this debt 

remains the cause of some concern. The growth of this 
debt paralleled the $14 billion dollars of current 
account deficits accumulated during the last four years. 


In any sketch of Spain it is worthwhile to include 
mention of the relative weight of its national economy 

in the world. Spain is now a major industrial nation - 
one of the world's top ten in terms of industrial pro- 
duction. The per capita national income (GDP) at the 

end of 1977 reached about 227,000 pesetas, which was 
approximately 3,000 dollars. Since the 1950's Spain 

has rapidly thrown off the attributes of a less developed 
country. 





The Stabilization Program: Heralded As the Best Course 
Of Action 


On July 4 of last year, following the historic June 15 
elections, President Adolfo Suarez decided that Spain's 
economic problems would be given top priority. To 
engineer a comprehensive economic program he appointed 
as second Vice President and Minister of Economy the 
country's most respected economist, Professor Enrique 
Fuentes Quintana. The first step in the recovery 
program, a major and overdue devaluation of the Spanish 
peseta, was undertaken on July 12. 


The remainder of the summer was devoted to the design 

of an austerity program and structural reforms for the 
national economy. Some of the structural reforms, 
particularly those involving the financial system, 

were implemented immediately by decree. It was announced 
in September that the fight against inflation demanded a 
reduction in the rate of annual growth of the money 


supply (M3) from 21 percent to 17 percent by the end of 
1977. 


In October all of the nation's leading political parties 
Signed the Moncloa Pact on economic policy, which com- 
mitted the signatories to the support of the austerity 
and reform measures planned for 1978. The pact speci- 


fically limits the growth of M3 this year to 17 percent 
and places restraints on wage hikes. Limited price 
controls and fiscal objectives were among the other 
measures included in the pact. 


The principal decree-law implementing the Moncloa Pact 
incomes policy restrains 1978 increases in total wages 
and salaries (and associated social security and fiscal 
charges) of each private and public enterprise to 20 
percent, or 22 percent if increases for seniority and 
promotions are included. All enterprises are encouraged 
to distribute their salary hikes in such a fashion as 

to allow the lowest-paid workers to have higher per- 
centage increases than those given to higher-paid 
workers and managers. 


These salary limits are mandatory for all public sector 
employees. In the case of private firms, both the enter- 
prise and its employees will have to pay a price for ex- 
ceeding the global limits: the firm will lose all govern- 
ment-granted "credit and fiscal advantages," even tax 
rebates to exporters, and will obtain the right to fire 
up to five percent of its work force. 
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The Moncloa Pact, and the government's commitment to the 
stabilization program that it outlines, are expected to 
reduce the scale of Spain's economic problems during 

1978. Inflation, the principal symptom of these problems, 
is projected officially to drop about 10 percent to 17 
percent. Wage hikes and money creation, twin causes of 
Spanish inflation, will be reduced significantly. Exports 
are projected to grow by 13 percent in real terms and 

more foreign tourists are expected. The resulting 

foreign currency earnings should keep the current account 
deficit at roughly the 1977 level, or even reduce it. 
Unemployment, however, is expected to rise further as 

the result of austerity measures; and a total recovery 
from the economic problems of 1975-77 cannot be achieved 
in less than two or three years. Still, Spanish economists 
and bankers are already showing some quiet optimism about 
the medium term future of the Spanish economy. 


The Business Environment 


The economy is going through a period of great change. 
Stabilization requires a more restrictive monetary policy, 
and this is a cause of the falling domestic demand and 
lower levels of investment now being experienced. Many 
businesses will have to tighten their belts and a few 

of the least efficient companies may even disappear, but 
in general enterprises are adjusting to the new conditions. 


The roles of government and business in this period are 
made doubly difficult by structural changes being spon- 
sored by the government. The difficulties of the last 
three years have highlighted the fact that many companies, 
and even some industries, have been inefficient and 
isolated from the disciplines of the world market place. 
Treating this malady has involved making many changes, 
including renovating the financial system and giving 
more scrutiny to subsidies, tax preferences and trade 
protectionism. Although these structural changes are 
essential, they necessitate extensive adjustments on 

the part of enterprises. 


In spite of still relatively low-cost labor, the Spanish 
businessman is also concerned about the labor laws which 
make layoffs difficult. These laws, they point out, 
hamper consolidation and discourage employment-generat- 
ing investments. Exporters of labor-saving machinery 
are among the beneficiaries of the latter effect. 





Ties to the U.S. And Future Membership in the European 
Common Market 


The sizable U.S. business investments here are larger 
than those of any other foreign nation, and more than 12 
percent of Spain's imports are from the United States. 
Last year Spain imported more than $2 billion worth of 
goods from our country. A broad range of relations 
between the United States and Spain are the subject of 
a 1976 Treaty of Friendship and Cooperation. The two 
governments are currently negotiating a treaty to 
provide relief from the double taxation of income. 


The European Common Market (EEC) is Spain's principal 
trading partner, although none of its member countries 
sells more to Spain than the U.S. It has now been 
agreed that Spain itself should become a full EEC 
member, and membership negotiations are expected to 
begin in 1979. These negotiations are unlikely to be 
completed before 1982. Following the actual accession 
of Spain to the EEC,there will be additional agreed 
transition periods during which tariffs will be mutually 
dismantled and EEC norms adopted by Spain. 


IMPLICATIONS FOR THE UNITED STATES 


The continued slow pace of economic activity forecasted 
for Spain in 1978 suggests that the general level of 
imports will remain constant or increase only slightly. 
Nevertheless, Spain remains a major, attractive market 
for U.S. products, with the position of price-sensitive 
U.S. goods improved slightly by the weakening of the 
dollar vis-a-vis the peseta since the mid-1977 devalua- 
tion. 


The substantial and relatively smooth transition to 
democracy, plus the improvement in basic economic indi- 
cators described above has resulted in an increased 
optimism among foreign businessmen close to the scene. 
This is not to say that major questions remain to be 
addressed (such as approval of a new constitution and 
wage negotiations). Nevertheless, even in June 1977, 

a survey indicated an increased level of capital ex- 
penditures by majority-owned affiliates of U.S. companies 
in Spain, expected to total U.S. $643 million in 1978. 





Opportunities for increased exports exist in a number of 
sectors. The Moncloa economic agreement emphasis on the 
construction of additional educational institutions and 

on low-cost housing imply increased purchases of build- 
ing and construction equipment. The equipping of these 
educational institutions plus the strengthening of 
university science programs provides increased opportu- 
nities for the sale of U.S. research and instruction 
equipment. The agreement also embodies a policy of 
accelerated development of Spain's own energy resources, 
of increased R&D on alternative energy sources (especially 
solar) and the optimization of the electrical transmission 
and distribution systems. This should provide sales 
opportunities for on and off-shore drilling equipment, 
coal mining equipment, laboratory and scientific instru- 
ments, state-of-the-art electric load management and 
real-time flow instrumentation and related engineering 
services, as well as for large solar energy systems 
(particularly pitch control and electricity storage 
devices) and geothermal technology. 


A solid market for U.S. goods continues for data process- 
ing equipment, laboratory instrumentation, organic 
chemicals, and iron and steel scrap. 


U.S. companies interested in selling to Spain should 
contact the nearest district office of the U.S. Depart- 
ment of Commerce. The American Chamber of Commerce in 
Spain is also willing to assist U.S. companies entering 
the Spanish market or seeking to expand sales here. 

The Chamber's headquarters are located at Edificio Torre 
de Barcelona; the Chamber also has an office in Madrid 
located in the Hotel Eurobuilding, Office 9-A, Calle 
Padre Damian 23. 





KEY ECONOMIC INDICATORS 


All values in current US $ unless otherwise stated. Exchange rate as of 

Many dollar figures indicate declines because of January 31, 1978 

1976 and 1977 devaluations of the peseta. (1) US $1.00 = 80.7 pesetas 
Data for end of period unless otherwise indicated. 


c D E 
% Change % Change 
1976/1975 1977 1977/Same 
Period 1976 


INCOME, PRODUCTION, EMPLOYMENT 
GDP at Current Prices (bill.) 100.9 102.3 18.22 118.2 ** 
ay ate 13 


GDP at Constant Prices 
Per Capita GDP, Current 
Prices 2,624 * 2,615 * 16.2? 3,030** 
Indices (Trend) 
Indust. Prod. 
(1962=100) (6/77) 337.0 381.5 1322 395.1 
Hourly Wages 
(1967=100) (6/77) 407.6 532.5 30.6 579.2 
Invest. in Plant & Equip. 
(1962=100) (7/77) 309.9 306.7 Z 288.5 
Retail Sales - Dept. Stores 
(1963=100) (9/77) U;2Z2204 £47061 = 1,689.8 
Employment (million persons) 
(7-9/77) Pes raz 13.2 
Highest Unemployment Rate 
(7-9/77) 4.2% 5.3% 5.9% 
Cement Consumption 
(1000 tons) (1-7/77) 24,948 25,389 
New Car Registrations 
(1000 Units) (1-9/77) Si2.2 614.7 
Electric Power Consumption 
(Bill. KwH) (1-9/77) 76.9 84.9 


MONEY AND PRICES 
Money Supply (M1) 
(bill.) (9/77) 
External Debt (Public & 
Private) (bill.) (12/77) 
Central Bank Discount Rate 
Cost of Living Index 
(June 1976=100) (12/77) 
Wholesale Prices (1955=100) 
(Trend Index) (5/77) 





& D E 
% Change % Change 
1976/1975 1977 1977/Same 
(B/A) Period 1976 


BALANCE OF PAYMENTS AND TRADE 
Official Reserves 
(mill.) (12/77) 
BOP Current Deficit 
Exports, FOB (9/77) 
Exports to US 
US Share 
EEC Share 
Imports, CIF (9/77) 
Imports from US 
US Share 
EEC Share 
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Imports from US -- Jan-Sept 1977 (millions of dollars): Oilseeds (primarily soybeans) 
$247.7; Corn $142.5; Organic Chemicals $66.1; Iron and Steel Scrap $56.4; Tobacco $50.0; 
Machinery n.e.c. $47.5; Data Processing Equipment $47.1. 


Exports to US -- Jan-Sept 1977 (millions of dollars): Footwear $160.9; Canned 
vegetables $68.3; Petroleum Products $60.3; Tires $58.8; Iron and Steel Plate $27.9; 
Books $14.1; Motor Vehicle Parts $12.6. 


NOTES: 1 - Average exchange rate conversions: 
1975, 57.40 to 1; 1976, 66.90 to 1; 1977, 75 tol. 


2 - Percentage change based on original data in pesetas. 


Provisional 
** Estimate 
SOURCES: "Indicadores de Conyuntura", I.N.E., October 1977; monthly bulletin of 


the Bank of Spain, October 1977; Encuesta de la Poblacion Activa in 1975, 1976, 
3rd Qtr. 1977 (I.N.E.); "Foreign Trade Statistics," Finance Ministry. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





Printing and publishing 
developments were 
easy to follow. 


NIE 
av 


watt 


to keep up with what’s going on in the more than 40,000 companies that comprise the U.S. 
graphic communications industries. 


Printing and Publishing is the U.S. Department of Commerce’s authoritative quarterly review 
that provides the facts and figures on employment, earnings, production, exports and imports, 
and other key industry areas. A $3 year’s subscription brings you fresh data plus analyses of 
current conditions and trends from the Bureau of Domestic Commerce. 


Return this coupon now to start your subscription. 


ENTER MY SUBSCRIPTION TO PRINTING AND PUBLISHING. C 41.18 (] Remittance Enclosed 
at $3.00. Add $.75 for foreign mailing. No additional postage is required for mailing (Make checks payable 
within the United States or its possessions. to Superintendent of 
Send Subscription to: nacneeanned 
Charge to my Deposit 
Account No. 


PLEASE PRINT 


MAIL ORDER FORM TO: 
Superintendent of Documents 
Government Printing Office 
Washington, D.C. 20402 





EAST-WEST FRADE 


Market Data Package 


A New Market Research and Evaluation Tool 
Custom-Made for Your Company’s Product Line 


Each Market Data Package contains: 


Projected U.S. export potential in eight Communist countries. 


Exports, including trade shares, by the United States and other Western 
nations to the Communist countries. 


Communist country exports to the United States and other Western nations. 


Detailed U.S. export-import trade with each Communist country. 


Names and addresses of the Communist country Foreign Trade Or- 
ganizations purchasing your product. 


The eight Communist countries are: 


The U.S.S.R. German Democratic Republic 
Bulgaria Poland 

Czechoslovakia Romania 

Hungary People’s Republic of China 


SEND FOR YOUR FREE 
BOOKLET DESCRIBING 

the East-West Trade Market 
Data Package and find out how 
to order the data package in 
which you are interested. 


SoU aa acy Set 


sel 


Name 

Address 

City, State 
Company, Title 


Mail To: 


Office of East-West Trade Development, MDP 
Bureau of East-West Trade 

U.S. DEPARTMENT OF COMMERCE 
Washington, D.C. 20230 











